STATE OF CALIFORNIA
DEPARTMENT OF INSURANCE
45 Fremont Street, 24th Floor
San Francisco, California 94105

NOTICE OF PROPOSED ACTION

DATE: February 11, 2004 REGULATION FILE: RH03028987

SUBJECT OF PROPOSED RULEMAKING

The Insurance Commissioner proposes to adopt the regulations described below after
considering comments from the public. The Commissioner proposes to add to Title 10, Chapter
5, Subchapter 9 of the California Code of Regulations, the new Article 8, consisting of new
Section 2698.95. The regulation will create an assessment of ten cents per person insured by a
group or individual disability policy.

PUBLIC HEARING

A public hearing has been scheduled in connection with this proposed action. A public hearing
will be held at 10:00 am. on April 12, 2004 at the Department of Insurance Hearing Room, 22"
Floor, 45 Fremont Street, San Francisco, CA 94105. The sole purpose of such a hearing would
be to address the merits of the proposed regulations.

AUTHORITY AND REFERENCE

The proposed regulations will implement, interpret and make specific the provisions of Insurance
Code section 1872.85. Insurance Code section 1872.85 provides the authority for this
rulemaking.

PRESENTATION OF WRITTEN COMMENTS; CONTACT PERSONS

All persons are invited to submit written comments on the proposed regulations during the public
comment period. The public comment period will end at 5:00 p.m. on April 12, 2004. Please
direct all written comments to the following contact person:

Gene Woo, Staff Counsel
California Department of Insurance
45 Fremont Street, 24th Floor

San Francisco, CA 94105
Telephone: (415) 538-4496

Questions regarding procedure, comments, or the substance of the proposed action should be

addressed to the above contact person. If heis unavailable, inquiries may be addressed to the
following backup contact person:
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John Standish, Bureau Chief
California Department of Insurance
Fraud Division, Southern Region
1495 Pacific Highway, Suite 400
San Diego, CA 92101

Telephone: (619) 645-2550

DEADLINE FOR WRITTEN COMMENTS

All written materials must be received by the Insurance Commissioner, addressed to one of the
contact persons at his respective address listed above, no later than 5:00 p.m. on April 12, 2004.
Any written materials received after that time will not be considered.

COMMENTSTRANSMITTED BY E-MAIL OR FACSIMILE

The Commissioner will accept written comments transmitted by e-mail provided they are sent to
the following e-mail address: woog@insurance.ca.gov. The Commissioner will also accept written
comments transmitted by facsimile provided they are directed to the attention of Gene Woo and
sent to the following facsimile number: (415) 904-5729. Comments sent to other e-mail
addresses or other facsimile numberswill not be accepted. Comments sent by e-mail or
facsimile are subject to the deadline set forth above for written comments.

INFORMATIVE DIGEST

SUMMARY OF EXISTING LAW AND POLICY STATEMENT OVERVIEW

Existing law permits the Commissioner to collect an annual fee from each admitted disability
insurer or other entity liable for any loss due to health insurance fraud doing business in the
state. The annual fee, which may not exceed ten cents annually for each insured under an
individual or group insurance policy issued in the state, isto be used to fund increased
investigation and prosecution of fraudulent health insurance claims. The proposed
regulations will implement Section 1872.85 of the Insurance Code, which was enacted in
1991, and will set the annual at ten cents annually for each insured under an individual or
group disability insurance policy that has been issued in the state.

EFFECT OF PROPOSED ACTION

The proposed regulation specifies that, on December 31 of each calendar year, admitted
disability insurers and other entities doing businessin the state that are liable for any loss due
to health insurance fraud, shall report to the Commissioner on the number of insured persons
that are covered by an individual or group disability policy. The report will be madein a
format and manner prescribed by the Commissioner. Based on this report, the annual fee of
ten cents for each insured will be collected on June 1 of each calendar year.

MANDATESON LOCAL AGENCIESOR SCHOOL DISTRICTS
The proposed regulations do not impose any mandate on local agencies or school districts.
There are no costs to local agencies or school districts for which Part 7 (commencing with

Section 17500) of Division 4 of the Government Code would require reimbursement.
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COST OR SAVINGSTO STATE/LOCAL AGENCY OR SCHOOL DISTRICT ORIN
FEDERAL FUNDING

The Commissioner has determined that the proposed regulations will result in no cost or
savings to any state agency, no cost to any local agency or school district that is required to
be reimbursed under Part 7 (commencing with Section 17500) of Division 4 of the
Government Code, no other nondiscretionary cost or savings imposed on local agencies, and
no cost or savingsin federal funding to the State.

ECONOMIC IMPACT ON BUSINESSES AND THE ABILITY OF CALIFORNIA
BUSINESSESTO COMPETE

The Commissioner has made an initial determination that the proposed regulations may have
asignificant, statewide adverse economic impact directly affecting business, including the
ability of Californiabusinesses to compete with businessesin other states. The types of
businesses that may be affected are insurers. The Commissioner has not considered proposed
alternatives that would |essen any adverse economic impact on business and invites
interested parties to submit proposals.

POTENTIAL COST IMPACT ON PRIVATE PERSONS OR
ENTITIES'BUSINESSES

The Commissioner is not aware of any cost impacts that a representative private person or
business would necessarily incur in reasonable compliance with the proposed action.

FINDING OF NECESSITY

The Commissioner finds that is necessary for the welfare of the people of the state that the
regulations apply to businesses.

EFFECT ON JOBS AND BUSINESSESIN CALIFORNIA

The Commissioner is required to assess any impact the regulations may have on the creation
or elimination of jobsin the State of California, the creation of new businesses, the
elimination of new businesses, and the expansion of businesses currently operating in the
state. The Commissioner does not foresee that the proposed regulations will have an impact
on any of the above but invites interested parties to comment on the issue.

IMPACT ON HOUSING COSTS

The matters proposed herein will have no significant effect on housing costs.
ALTERNATIVES

The Commissioner must determine that no reasonable aternative considered by the
Commissioner or that has otherwise been identified and brought to the attention of the

Commissioner would be more effective in carrying out the purposes for which the
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regulations are imposed or would be as effective and |less burdensome to affected private
persons than the proposed regulations. The Commissioner invites public comment on
alternatives to the regulations.

IMPACT ON SMALL BUSINESS

The Commissioner has determined that the proposed amendments will not affect small
businesses.

COMPARABLE FEDERAL LAW
There are no existing federal regulations or statutes comparable to the proposed regulations.
TEXT OF REGULATIONSAND INITIAL STATEMENT OF REASONS

The Department has prepared an initial statement of reasons that sets forth the reasons for the
proposed regulations. Upon request, the initial statement of reasons will be made available
for ingpection and copying. Requests for theinitial statement of reasons or questions
regarding this proceeding should be directed to the contact person listed above. Upon
request, the final statement of reasons will be made available for inspection and copying once
it has been prepared. Requests for the final statement of reasons should be directed to the
contact person listed above.

Thefile for this proceeding, which includes a copy of the proposed regulations, the statement
of reasons, the information upon which the proposed action is based, and any supplemental
information, including any reports, documentation and other materials related to the proposed
action that is contained in the rulemaking file, is available for inspection and copying at 45
Fremont Street, 24™ Floor, San Francisco, California 94105, between the hours of 9:00 am.
and 4:30 p.m., Monday through Friday.

AUTOMATIC MAILING

A copy of this notice, including the informative digest, which contains the general substance
of the proposed regulations, will automatically be sent to all persons on the Insurance
Commissioner’smailing list.

WEBSITE POSTINGS

Documents concerning this proceeding are available on the Department’ s website. To access
them, go to http://www.insurance.ca.gov. On the right side of the page, find the mgjor
heading “Quick Links’. In this section, scroll down until you see the subheading “Legal
Information”. Click on thelink. On the next page at the top of the page, there will be alink
entitled “Proposed Regulations’. Click on the link. When the * Search or Browse for
Documents for Proposed Regulations’ screen appears, you may choose to find the documents
either by conduct a search or browsing for them by name.
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To search, enter “RH03028987” (the Department’ s regulation file number for these
regulations) in the search field. Alternatively, search using as your search term the California
Insurance Code section number of a code section that the regulations implement (for

instance, “1872.85") or search by keyword (for example “disability insurance assessment”).
Then, click on the “ Submit” button to display links to the various filing documents.

To browse, click on the “Brows All Regulations’ button near the bottom of the screen. A list
of the names of regulations for which documents are posed will appear. Find inthelist the
“Disability Insurance Assessment” link, and click it. Links to the documents associated with
these regulations will then be displayed.

MODIFIED LANGUAGE

If the regulations adopted by the Department differ from those that have originally been
made available but are sufficiently related to the action proposed, they will be available to the
public for at least 15 days prior to the date of adoption. Interested persons should request a
copy of these regulations prior to adoption from the contact person listed above.

Dated: February 11, 2004

JOHN GARAMENDI
Insurance Commissioner

By

Gene S. Woo
Staff Counsel
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